
COMMONWEALTH OF KENTUCKY 

BEFORE THE PIJBLIC SERVICE COMMISSION 

* * * * *  

I n  t h e  Matter of: 

AN INVESTIGATION OF THE PURCHASED 
POWER COSTS OF KENTUCKY POWER COMPANY ) 

e 

CASE NO. 9 3 2 5  

O R D E R  

By O r d e r  e n t e r e d  A p r i l  2 2 ,  1985,  the Commiss ion  i n i t i a t e d  

this i n v e s t i g a t i o n  to  d e t e r m i n e  w h e t h e r  Kentucky Power Company's  

("KPC's") i n c l u s i o n  i n  its f u e l  a d j u s t m e n t  c l a u s e  ( " F A C " )  of f u e l  

cost a s s o c i a t e d  with its p u r c h a s e  of R o c k p o r t  unit power is i n  

v i o l a t i o n  of t h e  C o m m i s s i o n ' s  Order  e n t e r e d  December 4 ,  1 9 8 4 ,  i n  

Case No. 9061, ' G e n e r a l  A d j u s t m e n t  in Elec t r ic  Rates of Kentucky 

Power Company." An e v i d e n t i a r y  hearing was held o n  May 6 ,  1985. 

By Order e n t e r e d  J u l y  2 9 ,  1 9 8 5 ,  t h e  Commission f o u n d  t h a t  KPC's 

collection o f  Rockport f u e l  t h r o u g h  its FAC was in v i o l a t i o n  of 

the Commiss ion ' s  O r d e r  i n  Case No. 9061. A further h e a r i n g  was 

h e l d  on A u g u s t  1 4 ,  1985, t o  d e t e r m i n e  t h e  appropriate  m e t h o d o l o g y  

for calculating c u s t o m e r  r e f u n d s .  

A t  t h e  May 6 ,  1985, h e a r i n g ,  Mr. C o u l t e r  Boyle, E x e c u t i v e  

A s s i s t a n t  of A c c o u n t i n g ,  Rates and F i n a n c e  of Kentucky Powerl 

p r e s e n t e d  e x h i b i t s  t o  rrhow what t h e  € u e l  C O S ~ R  t o  Kentucky Power 

would have b e e n  had it purchased power f r o m  the Amer ican  Electric 

Power ("AEP") pool a s  opposed t o  p u r c h a s i n g  f t  p u r s u a n t  to  the 

u n i t  pr>wer agreement, The exhibits showed t h a t  for the months of 



December 1984 through March 1985 ,  i f  Rockport e n e r g y  w e r e  re- 

p r i c e d  a t  t h e  average p o o l  price for each m o n t h ,  t o t a l  f u e l  costs 

wou ld  be $756,358 less t h a n  costs  incurred. The Commiss ion  

d i r e c t e d  Ken tucky  Power to continue to f i l e  s imilar e x h i b i t s  on a 

monthly b a s i s .  These  f i l i n g s  show that for t h e  m o n t h s  of Decem- 

ber 1984 t h r o u g h  A u g u s t  1985 t o t a l  f u e l  costs  as r e p r i c e d  would 

be $ 4 2 9 , 6 3 6  less t h a n  f u e l  costs  a s  i n c u r r e d .  B e g i n n i n g  i n  J u n e  

1985 Kentucky  Power a l s o  f i l e d  r e v i s e d  s c h e d u l e s  r e p r i c i n g  Rock- 

por t  f u e l  based o n  a r e v i s e d  methodology. The r e v i s e d  a c h e d u l e s  

show t h a t  for t h e  m o n t h s  of December 1984 t h r o u g h  A u g u s t  1 9 8 5  

t o t a l  fuel costs as repriced would  be $ 6 4 , 2 0 2  less t h a n  f u e l  

costs as i n c u r r e d .  

A t  t h e  August 14, 1985, h e a r i n g ,  M r .  Boyle p r e s e n t e d  

t e s t i m o n y  o n  t h e  two m e t h o d o l o g i e s  of r ep r i c ing  Rockport fuel 

costs. Mr. B o y l e  e x p l a i n e d  the difference b e t w e e n  t h e  o r i g i n a l  

and  the revised m e t h o d o l o g i e s  and  t e s t i f i e d  t h a t  t h e y  were both 

based o n  t h e  a s s u m p t i o n  t h e r e  were n o  c h a n g e s  i n  t h e  e c o n o m i c  

d i s p a t c h  of t h e  g e n e r a t i n g  u n i t s  o n  t h e  AEP Sys tem.  

Both  t h e  original and  t h e  r e v i s e d  m e t h o d o l o g i e s  s u b s t i -  

t u t e  a v e r a g e  AEP pool cost  for the R o c k p o r t  cost  f o r  e n e r g y  used 

i n t e r n a l l y  by Kentucky Power and s u b s t i t u t e  Big Sandy fuel cost 

f o r  t h e  w e i g h t e d  a v e r a g e  of B i g  Sandy  and  R o c k p o r t  f u e l  costs for  

Kentucky Power deliveries t o  t h e  AEP pool.  The  methodologiee 

vary in t h e  treatment of t h e  d i f f e r e n c e  b e t w e e n  t h e  t o t a l  Rock- 

p o r t  f u e l  c o a t  per  k i l o w a t t - h o u r  and  KPC'a r e c o v e r y  r a t e  per 

k i l o w a t t - h o u r  o n  R o c k p o r t  energy a l l o c a t e d  t o  o f f - s y s t e m  sales. 

T h i s  d i f f e r e n c e  is due t o  minimum l o a d  a n d  s t a r t - u p  Costs for 
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Rockport, a s s i g n i n g  costs i n c r e m e n t a l l y ,  a n d  d i f f e r e n c e s  between 

t h e o r e t i c a l  and a c t u a l  h e a t  r a t e  c u r v e s .  Mr. B o y l e  s t a t e d  t h a t  

t h e s e  f a c t o r s  would  be p r e s e n t  r e g a r d l e s s  of w h i c h  unit w a s  u s e d  

€or off-system sales. 

The o r i g i n a l  m e t h o d o l o g y  a s s i g n s  a l l  R o c k p o r t  fuel cost 

n o t  recovered t h r o u g h  off-system sales to Rockport energy used 

i n t e r n a l l y  by KPC. This is t h e  same m e t h o d o l o g y  u t i l i z e d  by KPC 

i n  c h a r g i n g  its r e t a i l  customers for R o c k p o r t  f u e l  t h r o u g h  its 

FAC. The R o c k p o r t  e n e r g y  u s e d  i n t e r n a l l y  is t h e n  repriced to 

d e t e r m i n e  t h e  amount  of over- or u n d e r - r e c o v e r y  of f u e l  cost. 

A p p l i c a t i o n  of t h i s  m e t h o d o l o g y  c a n  be i l l u s t r a t e d  by r ev iewing  

RPC's o r i g i n a l  r e p r i c i n g  e x h i b i t  for J u n e ,  1985. The e x h i b i t  

indicates  that KPC's R o c k p o r t  f u e l  cost  was $ 2 , 1 5 8 , 0 4 1 ,  of which 

$2,029,542 was recovered through o f f - s y s t e m  sales. The 

u n r e c o v e r e d  portion, $ 1 2 8 , 4 9 7 ,  was a s s i g n e d  to  KPC's i n t e r n a l  use  

and  charged t h r o u g h  its FAC. 2 

The revised m e t h o d o l o g y  a s s igns  t h e  same f u e l  cost per KWH 

to a l l  Rockport purchases i n  a m o n t h ,  irrespective of w h e t h e r  t h e  

e n e r g y  is sold o f f - s y s t e m  or u s e d  i n t e r n a l l y .  For the month cf 

J u n e ,  1985, t h e  revised m e t h o d o l o g y  starts w i t h  $ 2 , 1 5 8 , 0 4 1  of 

Rockport f u e l  cost a n d  ass igns  $2 ,090 ,467  t o  o f f - s y s t e m  sales3, 

even though KPC r e c o v e r e d  o n l y  $ 2 , 0 2 9 , 5 4 2  of f u e l  cost from those 

e a l e e .  The unrecovered fuel port i o n  of these of f-system sales , 

E x h i b i t  CRB 5 ,  p. 8 ,  attached hereto a8 Appendix A. 

Transcript of E v i d e n c e ,  A u g u s t  1 4 ,  1985, pp. 5 7 - 6 0 .  

E x h i b i t  CRB 4 ,  p. 8 ,  a t t a c h e d  h e r e t o  as Append ix  B. 
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$ 6 0 , 9 2 5 ,  was paid  for by KPC's r e t a i l  customers through t h e  PAC 

b u t  is n o t  i n c l u d e d  in t h e  c a l c u l a t i o n  €or r e p r i c i n g .  The 

r e v i s e d  m e t h o d o l o g y  reprices o n l y  $67,547 o f  R o c k p o r t  f u e l  cos t  

a s s i g n e d  to  e n e r g y  u s e d  i n t e r n a l l y .  4 

KPC w i t n e s s  B o y l e  agreed t h a t  t h e  o r i g i n a l  m e t h o d o l o g y  

repriced t h e  a c t u a l  cost  of Rockport f u e l  passed t h r o u g h  KPC's 

FAC. However,  h e  a r g u e d  t h a t  a lesser cost  s h o u l d  be r e p r i c e d  

b e c a u s e  t h e r e  w i l l  a l w a y s  b e  an u n d e r r e c o v e r y  of fuel cost on 

o f f - s y s t e m  s a l e s  i r r e s p e c t i v e  of t h e  source of the e n e r g y .  The 

Commission f i n d s  t h i s  a r g u m e n t  t o  be i n c o n s i s t e n t  w i t h  t h e  basic  

p r e m i s e  upon w h i c h  KPC h a s  p r e s e n t e d  b o t h  m e t h o d o l o g i e s ,  i .e.,  n o  

change in the d i s p a t c h  of t h e  A E P  s y s t e m .  Under  t h i s  premise, 

t h e  o f f - s y s t e m  sa les  would  s t i l l  be made f r o m  R o c k p o r t  b u t  some- 

o n e  other  t h a n  KPC would b e  f i n a n c i a l l y  respons ib le  for any 

u n d e r r e c o v e r y  of R o c k p o r t  f u e l  cost. The Commiss ion  f i n d s  that, 

a l t h o u g h  the u n d e r r e c o v e r y  af f u e l  cost may be a n  i n h e r e n t  c o n d i -  

t i o n  of Off-SyStem Sales, if  KPC h a d  n o t  e n t e r e d  i n t o  t h e  Rock-  

port  u n i t  p o w e r  agreement ,  KPC would  n o t  b e  responsible for 

a b s o r b i n g  t h e  u n r e c o v e r e d  f u e l  cost. 

Based o n  t h e  f i n d i n g s  h e r e i n ,  the Commiss ion  f u r t h e r  finds 

t h a t :  

1. KPC'S o r i g i n a l  p r o p o s a l  f o r  r e p r i c i n g  R o c k p o r t  f u e l  

cost a c c u r a t e l y  re f lec ts  a r e p r i c i n g  of a l l  Rockport fuel cost 

passed t h r o u g h  KPC'a FAC. 

The  sum of $ 6 7 , 5 4 7  of R o c k p o r t  f u e l  cost  a s s i g n e d  t o  e n e r g y  
u s e d  by KPC i n t e r n a l l y  and  $ 6 0 , 9 2 5  of R o c k p o r t  fuel coat un- 
r e c o v e r e d  f r o m  o f f - s y s t e m  s a l e s  e q u a l s  $128,472, t h e  Rockport 
f u e l  cost t o  be repriced u n d e r  t h e  o r i q i n a l  m e t h o d o l o g y .  
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2. KPC's r e v i s e d  proposal for r e p r i c i n g  Rockport f u e l  

cost does n o t  a c c u r a t e l y  r e f l e c t  t h e  f u e l  cos t s  properly a s s i g n -  

ab le  t o  r e t a i l  r a t e p a y e r s  if KPC had n o t  e n t e r e d  i n t o  t h e  Rock- 

port unit power agreement. 

I T  I S  THEREFORE ORDERED t h a t  a l l  Rockport u n i t  power f u e l  

cost incurred  by KPC after October 1, 1 9 8 5 r  s h a l l  be repriced 

m o n t h l y  p u r s u a n t  t o  KPC's o r i g i n a l  r e p r i c i n g  methodology a n d  

exhibits e v i d e n c i n g  t h e  r ep r i c ing  s h a l l  be  f i l e d  m o n t h l y  w i t h  t h e  

Corn iss ion. 

I T  IS FURTfIER ORDERED t h a t  for  all FAC b i l l i n g s  commencing 

on and after J a n u a r y  I, 1986,  KPC a h a l l  i n c l u d e  no Rockport u n i t  

power f u e l  cost i n  excess of t h e  fuel cost as repriced u t i l i z i n g  

t h e  o r i g i n a l  m e t h o d o l o g y .  

I T  IS FURTHER ORDERED t h a t  the amount  of Rockport fuel 

cost passed t h r o u g h  KPC's FAC fo r  the period December 1 9 8 4  

through September 1985 s h a l l  be repriced u t i l i z i n g  t h e  o r i g i n a l  

m e t h o d o l o g y  and refunds of t h e  d i f f e r e n c e  s h a l l  be made by  KPC 

t h r o u g h  its FAC b i l l i n g s  f o r  December 1985. 

Done a t  Frankfort, K e n t u c k y ,  t h i s  31st day of Octobs,  1985, 

PUBLIC SERVICE COMMISSION 

ATTEST: 

S e c r e t a r y  
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